
August 31. 1951 

Professor Walter J . Blum 
The Lall' School 
University of Chicago 
Chicago 37, Illinois 

Dear Blum: 

I was not able to tell you over the telephone certain aspects 
of the tax scheme which I presented to you and which I would like you to 
scrutinize ~th respect to the treasur,r•s attitude in the matter. 

the tax scheme has two applications: 

1) I could nse it to invest ~ own money and ~;e money o£ other 
people in low income tax brackets who wish to secure a large i."lcome on a small 
capital investment . 

2) I could make it possible for the University to get a very high 
return on safe investments, thereby enabling the University to raise the 
salaries of all prof'essors including fl\Y own. 

One variant of the tax scheme is illustrated in the following 
example: 

Let us assume t~at the net return o1linvestment in real estate is 
6% which takes into account that there is a 2% yearly depreciation on the 
property. Let us now take a· man in the 80% income tax bracket who buys a 
piece ot real estate for $20, 000 and obtains a bank loan on it of $15,000 
at 5% interest for five years . {First mort€ages up to 75% ot the value of tl1e 
re 1 estate are at present obtainabls in Denver) . This man has to put in 151000 
Of his own money at the time of the purchase . Six months later he sells this 
property to me under the following termst I pay him at the time of the purchase 
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$5,000 (thue the man has none of his ovm money le£t in the venture), five 

years later the value of the pr¢~rty will be appraised and I shall then ~ 

him. a sum equal to the appraised value,. less $$00. If there is no change in 

the market for real estate the property ought to sell (taking into account 

2~ depreciation per year) at $181 000 . If I then sell the property at. the end 

of five yeaa at $18,000 l shall retain $500 and will discharge all my 

obligations by paying off the remaining $17,600. 

Now how does this shape up £rom the point of view of the man in 

the high income tax bracket? He has made a capital gain of $2,500 on the deal . 

On the other hand he has paid in interest during t 1ese five years a total of 

$3,750 which, being deductable :from income, will cost him only $7_50. He ia taking 

a chance of losing on the deal if the real estate market deteriorates, · but 

in these days it is more likely that real estate prices will go up in the next 

five years and he has an additional capital gain if they do. 

Row does the deal shape up from my point of view? I have inwsted 

$51000 and during tbe fiv~ year$ I shall have an income of $16oo ~r year 

(8% of 1201 000 since I do not have to make allo•nce for capital depreciation) . 

My total income durine the ~ five years is then $91 000 and at t11e end of the 

five years I get ano~her $.500 giving me a total return of $9,500 in five years 

on an investment of $5, 000. 

I shall pass through Chicago ear~v next week and should like veey much 

to hear from you then if there is a..'Vthing 'M'Q:ng w;t th this so heme. 

Sincerely• 

Leo SZilard 
LS/db 
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THE UNIVERSITY OF CHICAGO 

C HICA G O 37 • ILLINOI S 

Dr . Leo Szilard 
c/o B. A. Silard 
Photo-Volt Corporation 
S·5 !'edison Avenue 
New York , New York 

Dear Leo : 

THE LAW SCHOOL 

September 7 , 195 1 

I have one a l most immediate reaction to the latest modifica
tion of your plan . I t concerns the nevr vrrinkle of a second mortgage 
loan of short duratlon from Szilard to the .. man of \'Tealth . When such 
a loan , \t/hlch is in itsel f an oddity , is l i nked to a commitment by 
Szilaro to nurchase yhe proper ty , it appears as though the sale from 
the man of wealth to Szilard takes place when tne contract is made 
rather than when the fo rmal sales t ransaction is cornplete0 . If this 
result is reached the gain to the m9.n of \'leal th ·is a short-term 
ra t her than a long- te rm capi tal gain . 

I 11 seems to me that the short- term l ·oan on a second mort
gage is not a necessary part of your scheme . The capitalist ought to 
be vlillin"" to :put up $5 , 000 of his 0\111 money for a period of six 
months to ge t the benefits which are in store for him . Doing so would 
avoi' having the pl an upset for the reason I have suggested . 

Again I think it ought to be emphasized that the usuccess" 
of the plan depends on t he skill with vlhi ch the interest component in 
your payments to the capitalist a re camoufla,ed as par t of the capital 
sum which is involved . The trimmings ,.,rhich help in e. ccomplishing 
this camouflage are worthvrhile; a ll the other trimmings in the plan 
a r e unnecessary and a re likely to arouse suspicion . 

I hope you Hill be able to eat filet mignon daily . 

,J?JJ;! 
Walter Blum 

'\'IB : ct 

VI AiffiJ:AIL 





Mr... ·'alter J. Bl 
Th w School 
The University ot Chicago 
Chic o 37, Illinoi$ 

ar Bl , 

I con ider: 

Sept er 26, 1951 

a job with t Central Administr tion to work o the improv t the tinancee ot 
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down to such an ext nt tl t 1r. 
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• tb does ot ve to put 1,000,000. of his own onq in order 

take p a loan of 1 say, 500,000 . using t enter into uch ement. He 

t. tock a ecurity. On this 1 he mi&bt have to ~ as much as tiTe per cent 

interes b t it h 1 in the eighty per cent inc ~ tax bracket, the interest 

pa.yme t · uld co t him over a fi -year period in toto only 50,000 . When the 

Uni v rsi ty buys tl :sto~ • th it uld, of course, ot as the loan 

ven though the tock may continue to serv: as ec ty ainst t.'l loan. If t 

price ot t tock s n change ove the io ot ti ~ar , Mr. th would 
l")...uz> 

,ooo. on ;;oo,ooo. inve nt, ntt which 
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ur ther will be no <iecl"ea.s in th ket. prlce.J might that at thi t 

r liabl sto are o c it that is so then this would ot b rtiCll-

Slncerely, 

Leo Szilard 



THE UNIV E RSITY OF CHICAGO 
CHICA G O 37 ·ILLINOIS 

I NST ITU TE OF RADI O BI OLO GY AND BIOP H YSICS 

September 27, 1951 

:Hr . \valter J . Blum 
The Law School 
The University of Chicago 
Chicago 37, Illinois 

Dear Blum, 

I am considering taking a leave-of-absence as a professor and applying for a 

job vuth the Central Administration to work on the improvement of the finances of the 

University, provided I can see my way clear to effect such improvement. The following 

is a scheme concerning fund-raising and investment l'Thich is submitted to you for your 

scrutiny . 

The basic idea of the scheme is illustrated in the following: "V-Ie go to 

some wealthy man, say Mr . Smith, who is in a high income tax bracket . If he invests 

in stocks at all, he ~dll not do so for the sake of the dividends on which he has to 

pay income tax. He should be interested, however, in investing in stocks for the 

sake of capi tal gain, if we can indemnify him to a considerable extent against a 

possible capital loss . 

We propose to Mr . Smith the follo~ng deal: He sells the University stock 

of a type mutually agreed upon after he has held such stock for over six months. Let 

us assume that at tb~t time the stock has a value of ~1,000,000 . and can be expected 

to pay a dividend of ~100,000 . per year . 

The University shall buy this stock under the following terms: A small down 

payment is made by the University at the time of the purchase . The rest of the pur-

chase price will be paid to ¥~ . Smith at the end of a per iod of five years . At the 

end of five years the University ~11 pay Mr . Smith 4700,000 . and one-half of whatever 

the market value of the stock is at that time . In case the value of the stocks goes 
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dmin to such an extent that Mr. Smith would have a net capital loss on the transac-

tion, the University shall indemnify Mr. Smith against such a capital loss except that 

the University shall not pay Mr. Smith more than the value of the stocks at the end 

of the five-year period plus C500,000. 

Assuming that the value of the stocks does not change over the five-year 

period, Vtr. Smith will make a capital gain of -$200,000. If the price of the stock 

goes up, he will benefit from the price increase to the extent of fifty per cent. 

In case the price of the stocks goes down, Mr. Smith will have no capital loss un-

less the price of the stocks falls below w500,000 . 

Assuming that the stocks bring the University an income of ~100,000. per year, 

'j. the dividends will total in five years w500,000. If the price of the stocks does not 

rise over this five-year period but just maintains its level, the University will make 

on this deal ~300,000 plus whatever interest it accumulates on the dividends received. 

If the price of the stocks rises, the University will benefit from it to the extent of 

fifty per cent. If the value of the stocks should fall, the University will make less 

than *300,000. but in no case can the University lose, assuming that the dividends 

over the five-year period average ~100,000 . per year . 

It might be advisable to leave both the University and l1r. Smith the right 

to ask for a settlement prior to the lapse of five years at any time. In case of 

such an early settlement, the purchase price would be fixed at a sum between 1500,000. 

and -k700 ,000 . , depending on the time of the settlement, plus half the price of the 

stocks at the time of the settlement. The University will indemnify Mr. Smith against 

a capital loss, but the University will pay no more than the price of the stocks and 

a sum which will be fixed at some value below $500,000. depending on the time of the 

settlement. 

As an alternative in order to make the deal more attractive to Mr. Smith, 

we might fix the purchase price not at $700,000. and half the price of the stocks, 

but rather at J450,000. plus three-quarters of the value of the stocks while leaving 
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all the other conditions of the deal unchanged. This would give Mr. Smith a greater 

share in the gain if the price of the stocks rises. 

¥~ . Smith does not have to put up ~1,000,000. of his own money in order to 

enter into such an arrangement. He may take up a loan of, say, ~500 ,000. using the 

stocks as security. On this loan he might have to pay as much as five per cent of in

terest but if he is in the eighty per cent income tax bracket, the interest payment 

would cost him over a five-year period in toto only ~50 ,000. When the University buys 

the stock from Mr. Smith it would, of course, not assume the loan even though the 

stocks may continue to serve as security against the loan. If the price of the stocks 

does not change over the period of five years, l~ . Smith would then make a capital 

gain of ~200 ,000. on a ~500,000. investment, against which he may have spent $50 ,000. 

after taxes. 

An analogous deal could be proposed based not on stocks but on real estate. 

Here it might not be possible for Mr . Smith to use the real estate as security for a 

loan by giving a mortgage to some bank since, I understand, if there is a mortgage 

against the property the University will have to pay taxes on the corresponding part 

of the income derived from the property. Mr . Smith would, therefore, have to take a 

bank loan for five years if he v..rishes to reduce the amount of his O'Wl'l money invested 

in the deal. 

It might be that at this time reliable stocl{s are overpriced and if that is 

so then this would not be a particularly good time for entering into the type of deal 

proposed above on the basis of stocks. At this time it appears possible that the deal 

based on certain types of real estate might offer less risk than the deal based on 

stocks since it should be possible to find certain types of real estate where one can 

be fairly sure there will be no decrease in the market price. This point will have to 

be further examined. 

With kind regards, 

Sincerely, 

m Leo Szilard 



Mr . Wa.l ter J e Blum 
The Law School 
The University of Chicago 
Ghica. 3 7, Illinois 

Dear Blum, 

September .30, 1951 

Dur1ne the la t tw week I have discussed with you various aspects or 

a cb which ai t increasing tm University's income 11rrom investmenttt. You 

will tind in this letter the versions which I tavor at present and which are here-

with submitted to you far your kind crut:tny and final judgment. 

The basic idea of the schem is illustrated in the following: \'le go to 

sane w althy man, say Mr . Smith, who is in a high inoaue tax bra.ok t. It he in-

vests in stocks at all, he will not <'b so far the sak or the dividends on which 

he has to pay income tax. He should be interested, however , in investing in tocke 

for th sake of capital gain, if we can indanlty him to e considerable extent 

against a posaible capital less . 

\1'e propose to !-1r. Smith the following deal: He sells the Uni nrsi ty 

a certain ~antity ot stock of a kind utually agreed u on after he has held such 

stock for over six ontbs • Let assume that at the time of the sale the stoCk 

has value of ~1,000 ,000. Let us .turther aseume that the stock pa;rs at present 

a dividend of eight per cent, and that we consider it ~ unlikely that the 

di vldends hould average in the next fi v year 1 s than four per cent. 

On the baeis o! these assumptions, the Univ rei ty uld buy this 8tock 

under the following term : A small down payment is de by the Univer i ty at the 
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time of the purcha e. The rest of the purchase price will be paid to Mr. Sllith a t 

the end of a period of five years . At the end of five years the University will pay 

Mr . Smith ..-700,000 . and one-half of 'l!.ta.tever the market value of the stock is at that 

time. In case the value of the tocka goes down to such an xtent that Mr. Smith 

would have a net capital loss n the transaction, the Uni ersity shall indemnity l-f..r . 

Smith again t such & capital loss except tmt the University shall not pay Mr . Smith 

more than the value of the stocks at the end of the rive-year period: plus "'.200 ,.000 . 

Assuming that the value of the stocks does not ch-·.mge over the five-year 

period , Mr . Smith will make a capital gain f ~o ,ooo. If the pric of the stock 

goe up, he will benefit from the price increase to the extent of fifty per cent . 

In case the price of the stocks goes down, ~fr. Smitn will have no capital loss un

less the price of the stocks falls below i800,ooo. 

Assuming t t the sto pays the University in dividends tso ,ooo. per year 

and that the dividend ar reinvested in the same stock, the lJniver ity ' s incon:e from 

the stock will then total in five years slightly m re than ·464,000 . If the price r 

the stock does not rise over this fi e-year peri but j st maintains its level , th 

University will then make on this deal - in which it h9.s none of its o n capital in

vested - ~.264 ,000,. If the price of the tock rises, tll9 University l-dll benefit to 

th ext nt of fifty per cent of the rise. If tb! dividends aver·age le s than eight 

per cen and if the price of the stock should fall over the five-year p~iod, the 

University will then make ess than 264,000. Yet the University cannot lose on 

this deal as long as the dividends from the stock average about 40 ,ooo. per year . 

As an a1 ternati ve in order to 

Mr . Smith, we might fix the purchase pric 

ke the deal perhaps more attractive to 

ot at ! 700,000. and half the price of 

the stocks, but rather at 400 ,000 . plus three-quarters of the price of t he stocks 

while leaving all the other conditions of the deal unchanged. This would give Mr. 

Smith a greater s.ba. re in the gain if the price o! the stocks rises and would still 

give hl..m a capital gain of i150 ,000. i! the price of the stocks remaine unchanged. 
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Mro Smith does not have to put up 1,000 ,000. of his own m.oney in order to 

enter into sueh an arrangement a. H may take up a loan of, say , '"500 ,000. using the 

stocks as security. On this loan he might have to pay four per cent interest but 1t 

he is in the eighty per cent income ta.x bracket , the interest payment would actually 

cost him over a five-year period only ..r40 ,000. in t,oto. When the University buys the 

stock from Mr. Smith it would, of ccurse, not assume the loan even though the stocks 

may continue to serve as security against the loan. It the price of the stocks does 

not change over the period of five years, Mr. Smith wo ld then make a capital gain of 

~r200 ,000 . on a "500 ,000. inve tment, against lrlhich he may have an expense of 40,000. 

after taxes. 

The Unive:rsity might make such a deal with a number of men who wish to 

sell stock to the University under terrns similar to those outlined above. In order 

to .facilitate such deals, the University would draw up a list of stocks which it 

considers safe investments and which it might be prepared to buy under such terms . 

'l'he University is , of course, not obliged to hold for five years the stocks 
which it buys. It can sell any stock any time it pleases and it might purchase other 
stock in its placeo 

I wonder 'Whether we would run into difficulties because of existing tax 
laws or security exchange regulations if the following policy were adopted: 

Clearly it l"rould be advisable for the University, if it makes major changes 
in its portfolio of stocks, to cover itself by modifP,ng the agreement with Mr. Smith 
and the others from whom it has purchased stocks under this plan. At the time when 
it wishes to sell stock A , -which it has purchased from Mr. Smith, in order to replace 
it with stock B, the Univer ity might in order to oover itself' propose to Mr. Smith 
that the agreement between them be moditied as follor11s: 

The University will pay atter the lapse of five years to Ir. Smith not 
half tbl!l market price of the originally purchased quantity of stock A but rather half 
the market price of a corresponding quantity of stock B. \'iha.t corr aponding quanti
ties are 1is determined by the market price of these stocks at the time the agreement 
is modified. If Mr. Smith agrees to this modification, the University would then 
actually sell stock A a.nd purchase stock B in its place. 

Similarly Mr . Smith might perhaps propose at some time to the University 
that sane modification of the agreement of this type be made . As long as the shift 
goes trom stock A to another stock B, 'Which are both on the list drawn up by the Uni
versity, there seems to be no reason why the University should not accede to a request 
of this sort from Mr. Smith, even though it would ha.ve no legal. obligation to do SOo 



-4-

The University would reserve t~ right to settle its obligation to Mr. Smith earlier than after the lapse of five years on t}l, following tenns: 

In case of an earlier settlement requested by the University, the purchase price shall be fixed at a sum between .500,000. and ~?00,000. corresponding to the time of the settlement. The University ld.ll indemnify Mr. Smith against a capital los but the University will pay no mare than the }rice of the stocks plus a s which, ccrresponding to the time of the settle•nt, will be at a -ralue between 0 and .200,000. ~..r. Smith shall have no legal right to ask fer an ear 1y settlement but the University might adopt a policy of agreeing to such an early settlement on the above terms as an act of coo rtesy to Mr. Smith. 

If the University hesitates to purchase stocks on some such terms because 

she doe not want to take tm risk of a losa however slight or because she is reluc-

tant to make use of ~..r tax exemption with respect to income :ieri. v d fro such stock 

purchase, the~ seems to be an alternative way of proceeding which avoids these ob-

jections, as follows: 

A few friends of the Uni ver i ty shall create a corporation and give to th 

University more than ninety per cent of the shares free of charge with the sole con-

ditio attach d that i the fir t five ,ars any dividends which might be paid on 

these shares to the University will be currently reinvested by the University in the 

Corporation. This Corporation would pu.rchas stocks from Mr. Smith and others in the 

manner d scribed above. T Corporation would not be tax exempt; it would pay taxes 

on the dividends received fr~ its holdings of stocks but only on fitte n per cent 

of these dividends; i.e. only about se¥ and one-half per cent of its total incam 

fro dividends would go for income tax. At the end of the tive-year peri d,. there 

might be some capital gain on which the Corporation would ha. ve to pay a capital gain 

tax. The assets of the Corporation which remain1atter discharging all its obligations 

at the end of the five-year period
1 

JPight then be paid out one way or another to its 

shax·eholder s. 

During the fi -year period the Corporation would c :rrertt.ly distribute its 

income) in the form of dividend to its shareholders but since or than ninety per 

cent of these go to the University and are reinvested by the University in the Corpora-
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tion, more than ninety per cent will remain anilable to the Corporation fer dis

charging its obligations up to the end of the fiYe-year periodo 

Clearly this scheme could be set up in a manner in l'ilich the Universit7 

could not possibly suffer a financial loss. The ta.x exemption of the UniYersity is 

not directly involved except perhaps inasmuch as the University pays no tax on tbe 

dividends received fr the Corporation and, therefore, is in a position to reinvest 

in the Corporation in full the e dividends during the five-year period. 

The Corporation could be incorporated in the State of Delaware and the 

shares given to the UniYersity could be non-voting ~~r s so as to relieve the 

University of any care or responsibility. 

Finally we should also investigate the possibility of using same corpora

tion of which the University already holds most of the shares (I wonder whether this 

is the ea e far Encyclopaedia Britannica) after a slight modification of their charter 

and perhaps 

tion. 

m 

redistribution of their stock, in place f an ad hoc created corpora-

With kind regard , 

Sincerely, 

Leo Szilard 



THE UNIVERSITY OF CHICAGO 
CHICAGO 37 ·ILLINOIS 

INSTITUTE OF RADIOBIOLOGY AND BIOPHYSICS 

Mr. Walter J. Blum 
Law School 
The University of Chicago 
Chicago 37, Illinois 

Dear Blum: 

1155 East 57th Street 
October 2, 1951 

This letter deals with the modification of the scheme presented to 

you in the letter dated September 30, 1951. In this modification, Mr. Smith 

has, during the 5 year period, no money of his own invested and such small 

risk of financial loss as the University had under the previous scheme is 

further reduced to the vanishing point. The scheme is as follows: 

Let us assume the University has in its portfolio $500,000 worth of 

a certain stock A and that Mr. Smith has owned for over a period of 6 mont;hs 

$1,000,000 worth of the same stock A. Let us further assume that Mr. Smith 

has borrowed from some bank $500,000 against this stock as security on which 

he is paying 5% interest (5% may be too high a value but we use it in order 

to simplify the computations). 

In the following we shall assume that Mr. Smith is in the 80% income 

tax bracket, that the yearly dividend paid on $1,000,000 worth of stock A, is 

about $50,000, i.e. 5% of today1 s market price, and that the University 

believes that the dividends over the next 5 years will be in toto certainly 

in excess of $200,000, i.e. that the dividends will average not less than 

2% of today1 s market price. 

The University purchases today from Mr. Smith $1,000,000 worth of 

stock A. It does not assume the loan, but permits Mr. Smith to use the stock 

as security. The terms of the purchase are as follows: The University will 
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pay Mr. Smith, after a period of 5 years, one-half of the price of the stock 

at the time plus $675,000. In case this would result in a capital loss to 

Mr. Smith, the University will indemnify Mr. Smith against such a capital 

loss, provided however that the University will not pay Mr. Smith more than 

the market value of the stock plus $175,000. 

The University gives an option to Mr. Smith for a loan of $500,000 at 

5% interest with the provision that this loan cannot be called qy the Univer

sity prior to the end of the 5 year period. 

If Mr. Smith exercises this option, as he will probably do soon after 

selling the stock to the University, the University will then sell from its 

own portfolio $500,000 worth of stock A on the market and thus make the funds 

available for the loan to Mr. Smith. 

Assuming that Mr. Smith exercises the option for the loan, the deal 

shapes up for him as follows: He will have none of his own money invested. 

He will pay in interest a total of $250,000 over the 5 year period, but 

since he is in the 80% income tax bracket this will actually cost him only 

a total of $50,000. If the price of t he stock is neither up nor doivn at 

the end of the 5 year period, he will make a capital gai~ of $175,000. If 

the price of the stock has gone up, he will get an additional capital gain 

amounting to the price increase on one-half of the stock. If the price of 

the stock has gone down, Mr. Smith will have no capital loss unless the 

price of the stock has fallen from $1,000,000 below $825,000. 

From the point of view of the University, the deal shapes up as 

follows : If the stock yields 5% dividends and if the dividends are re

invested, the University will have, as the result of the deal, an additional 

income of $137,500 from dividends on half of the stock for the 5 year period, 

and it will have from interest, collected over a 5 year period, an income of 

another $137,500 or, in toto, $275,000. Therefore, if the price of the stock 
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has not fallen at the end of the 5 year period and the dividends average 5% 

of today1 s market price, the University will make on this deal a profit of 

$100,000. If the price of the stock has risen at the end of the 5 year 

period, the University will make, as a result of the deal, a corresponding 

capital gain on one-half of the stock. 

If the dividends average less than 5% and if the price of the stock 

is down at the end of the 5 year period, the gain of the Universi~ on the 

deal will be less than $100,000. If the dividends were to average only 2% 

and if the dividends were reinvested, the University's income from the deal 

would be on dividends on half of the stock, about $52,000 over the 5 year 

period, and its income from interest would remain unchanged at $137,500, so 

that the University's income from these two sources vrould be $189,500. Thus 

it may be seen that the University cannot lose on this deal as long as the 

average dividend does not fall below 2%. 

It seems to me that a deal of this type is advantageous both for the 

University and for 11r. Smith, provided the deal is made at a time when 

stocks are not over-priced. The question remains whether the treasury 

might object to Mr. Smith's claiming capital gain and this is a point about 

which Mr. Smith's legal advisers may have some comment to make. 

Sincerely yours, 

~· 
Leo Szilard 

LS/sds 
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MEMORANDUM CONCERNING SALE OF STOCK TO THE UNIVERSITY OF CHICAGO~ jl • 

The purpose of this memorandum is to raise certain legal 
questions by means o~~oncrete example. 

A Closely Held Cor poration with, say, 1,500,000 shares 
issued is reorganized so that the stockholders obtain in place of the 
presently .held shares 1,500,000 new shares, of which 15,000 are A 
Shares and the rest are C Shares. 

These shares are issued with the following provisions: 
While the A Shares may receive dividends in the first four years, 
the C Shares will receive no dividends in the first four years. 
After four years, both the A Shares andthe C Shares will be con
verted into B Shares. At that time one B Share will be given in 
exchange for one A Share and one B Share will be given in exchange 
for one C Share. There is a further provision which says that 
during the first four years the net current profits must be paid ~ L-~
out in full in the form of dividends. It is contemplated to ~ ~~ 

...,. Bi:tock lss·w 916 the B Shares sometime within three years after A~ 
the conversion ct'the A Shares and c Shares into B Shares. ~ 

Let us assume now for the sake of the example, that the 
company has a net profit of $1.00 per share per year and that 
there will be almost certainly atotal net profit of $1,500,000. 
during the year in which it is reorganized and a likelihood that 
the net profit of the company might remain at $1.00 per share in 
the subsequent years. 

~ 

Under these assumptions, the present shareholders might • ~ 
be willing to part with the B Shares when the stock is ~~rea o~ ~~-~ 
~ the stock market at perhaps 6 times earning, i.e. $6.00 per ~ 
share, if the net profit remains at $1.00 per share. They ~~ 
~ delay &- itock iii8~8 beyond the fourth year if they cannot 
obtain a pri for the B Stock about 6 times earning. It is not 
likely tha the stock will be introduced on the stock market as 
.high as times earning or higher, but it is conceivable that 
this ght happen. It should be noted that assuming a net profit 
of .00 per share, each A Share will receive a dividend of $100. So etimes during the first year, it will be possible to say with 
c rtainty, that the dividend in that year will be in effect $100. 
erfshare.~ that time the shareholders might offer the 
niversity of Chicago, for sale 15,000 A Shares and 15,000 X 300 

-1-
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B Shares (about 560,000 to 570,000 B Shares) on the following terms: 
The university will make ~ first cash payment of $1,50~000 at the 
time of sale and it will make a second and final payment after 
conversion into B Stock has taken place, at the time when the 
B stock is introduced on the stock mar50t. At that time the 
university will pay for each A Share j (= 37.6) times the 
market price of one B Share and it wirr-pay for each B Share 
it has bought , either the market price of the share or else 
8 times the average earning of the company per share for the 
second, third and fourth year, whichever of these two is less. 
As stated above, it is likely that the market price of the B 
Shares will be ~ less~ ~· 

It is easy to show that on this deal ~ the university 
cannot lose anything. If the B Shares should sell on the market 
at 8 times earning, or ab~ the university will not lose any-
thing, nor gain anything. If i-1;. sf;!e\!l*Eil. \lQ lilEQ~ thM the market 
price of the B Shares is less, the university will earn something 
without having taken any real risk . Assuming that the net 
earning of the company in the first four years remain at $1.00 
per share, the company will have paid out in dividends $6,000,000 
during that period. If the B Shares are intr.9~uced on ~e stoc 
market at $6.00 per share, the university wl~ ~~~ m~e 9/8~~~~~~ 
~ If the market price of the shares is somewhere between 
$6.00 and $8.00, the university will make less on the dea~ ~~-~~~ 
the price is $8.00, it will make nothing. If the price is above 
$8.00, the university has no gain )~rH!i<!_leither has the university 
any loss. ~:> 
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THE UNIV E R S ITY OF CHICAGO 
CHICA GO 3 7 • ILLINOIS 

T H E L A W SC H OO L 

Dr . Leo Sz ilard 
King 's Crown Hote l 
420 ~est ll6th Street 
New Yor k , ~ ew York 

Dear Le o: 

November 24, 1953 

I run writ ing you instead of telegraphing this messag e in 
order to state the qualifications which I feel should be 
added to my g ene r a l ans~ver . 

It is my opinion in general that y our l atest plan prob 
ably does not have any serious tax infirmities . I believe it 
is highly probable th t the transaction would be regarded as 
constituting a sale by the seller to the tax exempt purchaser . 
Dividends paid after the sale would be attribut ~ble to the 
purchaser . In effect , the purchaser woulc be in a position 
to use the tax exempt dividends to pay for the shares . 
There are two qu a lifications, or reservations , which I would 
like to introduce . 

One is tha.t it is conceiv ab le that the sale Hould not be 
re garded as taking pla c e all at once in a sing l e year; but 
rathe r the seller would be re garded as selling a certain 
number of his shares each year as the purchaser made a pay
ment according to the p l an*that is , so long as the purchaser 
ha§ an option to return a given number of shares , sm.~ suc k. 
shares Fould not be re g ar<;ie<,i as sold . Normally , the trans 
action wo uld not be c h19-ttijlttfzed in this manner , but g iven the 
atmosphere in which this t'i-ansaction is conceived, it is not 
impo ss ible that the ~reasury would hit upon this analysis as 
a means of stopping ' tax avoidance1~ ',Jere the mreasury to pre 
vail i n this respe ct , the transaction would backfire as far 
as the seller is concerned , since he would be charged with 
the div idends paid on the "unsold shares . 11 On the whole , I am 
inclined to think that the mreasury -,muld not urge the posi 
tion I have suggested , and would not be successful if it did 
try this approach . 

h y other oualification conc erns the purchase pr ice ; a 
matter which vJas not introduced into our convers ation . If 
the purchase pr i ce is within the range of p rices which the 
seller could reasonably expect to receive from private buyers , 
it i s unlikely , that the transaction would draw fire . On the 
other hand , if the price is substantially hi gher than the top 
most limit of that range , I would have considerab le reserva
tions about advising a pub l i c ly minded tax exempt institution 
to pa r ticipate in the deal . ~bile it is possible , or even 
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likely,tha t the transac tion woul d be technic al ly "all ri ght" 
e ven a t the inflated p rice , in the eyes of some persons 
the dea l woul d not be free from taint . Af ter all, the tax 

exempt purchaser would be u si n g its exemption to R.a.wa r d the 

seller with a h i gher purchase pr ic e , thus , in effect , 

shar ing benefits of the exemption with the s e ller . 

~aving displ ayed my usu al conservatism, l e t me a lso s ay 

y our proposed p l an impresse s me as c ar r y ing far less poten
ti al t a int than many of t he schemes now being indulged in by 

some educ at iona l institutions an d by many pension trusts . 

~ erhaps my sense of tax morality is simply l agging behind the 

time s . In tha t e vent , I urg e y ou to ma ke haste in putt ing 
the perspect ive s e ller in touch with the Unive r s ity of 
Chic ago at once . 

Best regar ds . 

As ever , 

'tti 
'Ja lter J . Blum 

·. j b/p t 
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Mr. r lter 3lum. 
Th School 
Un1v. re t1 of Chicago 
Chicago 37JJ Illinois 

... er Bltu11: 

Sheraton-Park Hotel 
Wuhington 8, D. c. 

Jul.J 131 1955 

Enclosed 70u Will find three docw.nte marked l, 2 and 3 which 

de c be to 70u the proJect that I 8lll t17ing to aet up. Whether I shell 

succ ed I d not know Jet, but the Un.1 vera! 7 has g1 en me a year 1n which 

to t to do this. 

Attached 1 list af' names who are potential mbers tor the 

fu 1-time working gro11p. For the til'JB being I me l;r slowly exploring 

vh c of t m might be vailable. In the end will not need more than 

f'i or even of them. The at 1nte sting :res)Oll8e so far is from Father 

Caveneugh, vhioh I attach. 

The 13 , 000 page m.orandum which is enclosed (Exhibit 3) is en 

ettettp to define the p1r1 t ot the general approach . The details ere not 

important. It is not u1teble 1n its present torm for publication and I em 

re tiDg it With publication 1n iew. 

The purpose of thi letter 1 to oft1c1el11 inquire whether the 

Lev School mlght be willing to edm1n1ster funds 1 if' thia roject is in fact 

s t u end funds are made available . Since the funds would be for the purpose 
It~') ~ ~L~ 

of the work of the ~ob ot the ,AORP1agj ~J.stOoonduct en 

1nqu1r;r, it would be proper for tax exempt inet'lltution to accept the ed

min1etration ot the funds. 

The Dean ot the Social Science Division, Mr. Cheunc7 D. Berri , 

at Jul.J 7 that th Soo1a Science Research Committee, which 
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peas on all research roJects, vtU not &PJJ'OTe this proJect for cute1Ae 

financing 1 the neme of the Division of the Social Sci ncea. This is rrq 

rea for raising the q stion Vith the School. If th Lav School 1s 

willing to take on the project, 1t Vill still be necese81'7 to clear it v:lth 

th :Bo 

th1 t 

'l'ruateee, but this could va1t until funds ere 1n sight. At 

I eume that halt of the f'un4s 7JJiq come f'rom the Bu.ssian Govern-

mrmt. and the other from. various American towuletions end r:lvete persons. 

I shall remain in W hingtan until Congress adjourns. 

W ld you pleas take th1 up e 7<mr convenience with the other 

me at the Lew School above ell, Ed I.evi, end let me know how ,-ou 

.feel bout 1t'l 

If the Law School rejects the proJect, let me know whether you 

can think ~ another d1V1 ian 1n the l1n1ven1t,- that misht b V1ll1ng to 

handle 1 t 1 or vh ther you think I should ,ropos1 tion s 

With kind l)erso.n8l :regerds, 

Sincerely yours, 

IS:srr !so Szile 

Enclosure 

other University. 
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